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ABSTRACT 
With the rapid increasing number and assets of A-REITs, there has been an urgent 
need to study the relationship between the changes of cash rates and the A-REITs 
returns. This study investigates whether there were relationships between 
Australian-Real Estate Investment Trusts stock returns and policy interest rate 
changes in the past decade by using event study with a multivariate regression 
model. The findings indicate that cash rate changes have no significantly positive 
or negative influence on the equity A-REIT stock prices. A series of successive 
cash rate changes do not take a continuous and dramatic effect on the equity A-
REIT stock prices in each economic cycle. Moreover, the A-REITs with relatively 
smaller assets show more significant fluctuation to the changes of cash rates, and 
the A-REITs owning more than $ 10 billion in capital assets have relatively steady 
stock prices. Overall, the findings from this research lead to a call for 
comprehensive research into various areas in order to ascertain the determinants 
of A-REIT price changes. 
Keywords: A-REITs, abnormal returns, cash rate, event study, stock prices 
INTRODUCTION 
Real estate investment trusts (REITs) are a special type of companies that can 
allow investors to acquire a diverse portfolio of real estate assets in a tax efficient 
manner. Australian real estate investment trusts (A-REITs) are unitised portfolios 
of property assets, which are listed on the Australian Securities Exchange (ASX). 
The market capitalisation of A-REITs increased to more than $ 130 billion in 
2007, which was equal to approximately 11% of total ASX market capitalisation 
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and 12.2% of global REIT market capitalisation (ASX, 2009). However, this 
number sharply decreased to approximately $ 55 billion in June 2009. There are 
now 61 A-REITs listed on the ASX, which provide diversified and professionally 
managed portfolios of real estate to shareholders and investors for purchasing 
interests. Through investing in A-REITs, people can gain profits from the real 
estate’s value and the properties’ rental income.  
The cash rate, which might also be called the policy interest rate or the official 
interest rate, is the interest rate paid by banks in the overnight money market in 
Australia (RBA, 2010). The REIT response to the changes of policy interest rate 
has been examined by many researchers. Ratcliffe and Dimovski (2007) indicated 
that long-term interest rate returns had significant negative influence on A-REIT 
returns during the research period from 2000 to 2005. Moreover, the REIT stock 
prices and volatility showed strong response in both the first and second moment 
to unexpected interest rate movements (Bredin et al., 2007).  
In Australia, Reserve Bank of Australia (RBA) occasionally adjusts the cash rate 
to stabilise the economy. These actions take an immediate effect on some 
occasions but sometimes the A-REIT market remained the same. With the rapid 
increasing number of A-REITs and their assets, there has been an urgent need to 
study the relationship between changes of cash rates and A-REIT stock prices. 
A-REITS MARKET PERFORMANCE 
The A-REITs used to be called Listed Property Trusts (LPTs). The first LPT, 
General Property Trust, was listed in July 1971. The LPT market had a slow 
growth in the next two decades. In the early 1990s, due to the collapse the unlisted 
trusts, LPTs started to develop greatly (Kishore, 2004). In the following 15-year 
period, LPTs have become an indirect property investment tool, which is mature, 
sophisticated and highly successful. Their outstanding performance and excellent 
commercial assets attracted both general and institutional investors.  
Nowadays, the A-REIT market has been recognised as the largest REIT market in 
Asia and the second largest market in the world, only exceeded in size by the US 
REIT market. Moreover, A-REITs also take up more than 5,000 institutional-
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grade properties in sector-diversified and sector-specific portfolios, which account 
for over 85% of properties list on the ASX, significantly above the equivalent 
global level of 31% (Capital, 2008).  
The main driver of the strong A-REIT development is the increasing investment 
from institutional funds, particularly from the Australian compulsory retirement 
saving scheme, known as superannuation (Norris, 2004). Over the past ten years, 
Australian employers had to pay a superannuation levy minimum 9% of gross 
salary for each of their employees. The Australian Prudential Regulation 
Authority reported that the total superannuation assets were approximately $ 1.17 
trillion at June 2008, 42% of which were invested in the managed investments 
such as A-REIT investment (APRA, 2009).  
THE MEASUREMENT PRINCIPLES OF ABNORMAL PERFORMANCE 
The initial task of employing an event study is to define the event of cash rate 
changes, and to decide in which period the A-REIT stock prices will be examined 
in this event. In this study, the event is that RBA announces the adjustment of the 
policy cash rate. The actual return is the observed return of stock i at day t. Based 
on the equation provided by Fama (1976), the actual daily return is defined as 
follows:  
1
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− it
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R                          (1) 
where Rit is the actual return of stock i at the end of day t. Pt-1 is the stock price at 
day t-1. Pt is the stock price at day t.  
In order to estimate the cash rate change events’ impact, the abnormal return 
measurement is implemented. The multivariate regression model (MVRM) is an 
extension of the market model. It explicitly integrates the heterogeneity among the 
equations and the correlation between the residuals over the same period into the 
hypothesis test, thereby overcoming the shortcomings of the Fama, Fisher, Jensen 
and Roll’s method (Binder, 1998). This model is widely used for testing the 
effects from successive government regulatory changes. 
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 The MVRM model is settled as follows: 
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= + + +∑                            (2) 
where Rit and Rmt are the period-t returns on stock i and the market portfolio 
respectively. Dat is a dummy variable, equalling one if event a occurred on day t  
and zero otherwise, and iaγ  is the abnormal return of stock i during the event 
window of event a. 0iγ  denotes market-independent rate of return on stock i. imγ  
denotes sensitivity of stock i’s rate of return to changes in the market’s rate of 
return.  
In order to test how a series of events in the economic cycle affected the sample 
A-REITs as a whole, another model needs to be set: 
0it i im mt ia Et itR R Dδ δ δ ε= + + +                      (3) 
In this equation, DEt is the dummy variable, which equals one during all event 
windows in the economic cycle, otherwise it equals zero. iaδ  is the average 
abnormal returns of company i which is affected by the cash rate changes. Two 
hypotheses need to be tested: 
         H1:
1 0iaiN
γ =∑  is the hypothesis that the average abnormal return during 
announcement period equals zero.  
        H2: 
1 0iaiN
δ =∑  is the hypothesis that the average abnormal return during a 
series of event windows in the economic cycle equals zero. 
DATE COLLECTION AND DESCRIPTION 
Cash rates data collection  
The study period has been considered to capture the period where more REITs 
companies could be taken into account, which means more companies were 
established and listed on the ASX before this period. Moreover, the period also 
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needs to contain both the cash rate increasing and cash rate decreasing situations. 
The data of the cash rate change announcement day, the percentage of the change 
and the new cash rate target can be found from the website of Australia's central 
bank, the Reserve Bank of Australia. Figure 1 shows the cash rate changes during 
the past ten-year period.  
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Figure 1. Cash rate changes from 2001 to 2009. 
A-REITs data collection 
Ten A-REITs are selected in this study, which are listed in Table 1. The A-REITs 
include companies with large or small capital sizes, in order to test how the cash 
rate change influences the stock prices of companies with different capital sizes. 
Moreover, the selected companies cover all the investment fields of REITs such 
as retail, commercial, and diversified, in order to avoid the bias from samples.  
ASX 
Code Entity Name 
Size 
(million dollars) Sector 
Official 
Listing Date 
ALZ Australian Education Trust 386 Commercial 16/06/1997 
BWP Bunnings Warehouse Property Trust 963 Retail 16/09/1998 
CPA Commonwealth Property Office Fund 3502 Commercial 29/04/1999 
GPT GPT Group 11953 Diversified 1/04/1971 
MCW Macquarie Countrywide 3580 Retail 15/11/1995 
MGR Mirvac Group 27200 Diversified 16/06/1999 
MLE Macquarie Leisure Trust Group 664 Diversified 17/06/1994 
MOF Macquarie Office Trust 4999 Commercial 9/10/1993 
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SGP Stockland Corporate Group 13700 Diversified 19/02/1987 
THG Thakral Holdings Group 1391 Retail 17/06/1994 
Table 1. The information of A-REITs in this study. 
EMPIRICAL RESULTS 
Estimation of A-REIT abnormal performance  
Table 2 reports the results of sample A-REIT abnormal performance through 
Hypothesis H1. The Wald test results of iaγ  in Equation (2) are shown in each 
small pane. The numbers “1, 2, ….8” stand for the first, second, …., eighth cash 
rate change event in each cash rate change period. In each event, the significant 
results of iaγ  in four different event windows are calculated respectively. 
However, the cash rate changes in the event window (-2, +2) are mainly tested. 
That is because the broader ones may make inferences ambiguous given the close 
proximity of the two events in calendar time. 
Event Event Window Jan 2001- Dec 2001 
Jan 2002- 
Dec 2003 
Jan 2005- 
Mar 2008 
May 2008- 
May 2009 
1 
 
(-2,+2) -0.00347 -0.00157 3.88E-05 0.01245 
(-5,+5) -0.00140 -0.00065 -0.00086 0.00973 
(-10,+10) 0.00062 0.00147* -0.00058 0.00171 
(-15,+15) -0.00141 0.00049 -0.00099 -0.00467 
2 
(-2,+2) -0.00327 0.00110 0.00153 -0.00750 
(-5,+5) 0.00160 0.00048 0.00140 -0.00373 
(-10,+10) -0.00035 0.00114 0.00098 -0.00483 
(-15,+15) -0.00176 0.00057 0.00093 -0.00960* 
3 
(-2,+2) 0.00107 0.00059 0.00102 0.02284* 
(-5,+5) -0.00230 -0.00086 0.00154 0.01128 
(-10,+10) -0.00132 -5.19E-05 0.00140 -0.01087* 
(-15,+15) -0.00087 0.00124 0.00141 -0.00098 
4 
(-2,+2) -0.00396 0.00064 0.00076 -0.01808 
(-5,+5) -0.00109 0.00259 0.00142 -0.00401 
(-10,+10) 0.00096 0.00176 0.00150 0.00416 
(-15,+15) -0.00065 -0.00093 0.00164 0.00149 
5 
(-2,+2) -0.00024  0.00792** -0.02404* 
(-5,+5) 0.00148  0.00342 -0.01345 
(-10,+10) 8.62E-05  0.00155 -0.00948 
(-15,+15) -0.00043  0.00183 -0.00584 
6 
(-2,+2) -0.00492***  0.00097 -0.00458 
(-5,+5) -0.00240  -0.00031 0.01499* 
(-10,+10) -0.00047  0.00215 0.00570 
(-15,+15) -0.00109  0.00121 -0.00280 
7 
(-2,+2)   -0.00164  
(-5,+5)   -0.00144  
(-10,+10)   -0.00265**  
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(-15,+15)   -0.00042  
8 
(-2,+2)   -0.00734  
(-5,+5)   -0.0042**  
(-10,+10)   -0.00473*  
(-15,+15)   -0.00225  
Table 2. The tests of hypotheses H1 of ten sample A-REITs. 
On the 5th December 2001 (Jan 2001- Dec 2001, Event 6), the cash rate reduced 
0.25 per cent, which had significant positive influence on the stock prices at the 
0.01 level. None of the sAR  are statistically significant for economic cycle in 
2002-2003 and 2005-2008 except for the significant positive AR  on the 8th 
August 2007 (Jan 2005- Mar 2008, Event 5). During the cash rate decrease period 
from 2008 to 2009, the cash rate changes affect the ten A-REIT stock prices 
twice.  
Table 3 shows the tests for Hypothesis H2 of ten sample A-REITs. It indicates 
that six times in a row for the cash rate decrease events have significant positive 
influence on the ten sample A-REIT stock prices during the event window (-2, +2) 
in 2001. However, in the other three parts of the cash rate change periods, there is 
no significant influence between the cash rate changes and the ten A-REIT stock 
prices.   
Event 
Window 
Jan 2001- 
Dec 2001 
Jan 2002- 
Dec 2003 
Jan 2005- 
Mar 2008 
May 2008- 
May 2009 
(-2,+2) -0.002486** 0.00019 0.000417 -0.002986 
(-5,+5) -0.000686 -9.17E-05 0.000344 0.00238 
(-10,+10) 0.00029 0.00133** 0.000175 -0.00321 
(-15,+15) -0.00151* 0.00052 0.000655 -0.0049 
Table 3. The tests of hypotheses H2 of ten sample A-REITs. 
In general, the cash rate changes have insignificantly positive relationship with the 
A-REIT stock prices. In the cash rate decrease economic cycle, such as economic 
cycle in 2001 and economic cycle from 2008-2009, the A-REIT average abnormal 
returns are all negative. Conversely, the average abnormal returns are positive in 
cash rate increase period. 
Tables 4 and 5 describe the results of the large and small A-REITs in each cash 
rate change cycle through hypothesis H1 and H2 respectively. The large A-REIT 
AR  results have the significance for twice during the whole period. On the 5th 
 A042 – 8 
September 2001 (Jan 2001- Dec 2001, Event 4), the cash rate decrease 
announcement has a significant and positive influence on the large A-REIT stock 
prices. Moreover, the cash rate increase announcement has a significant and 
positive influence on the large A-REIT stock prices on the 8th August 2007 (Jan 
2005- Mar 2008, Event 5).  
Some of the cash rate change events have significant influence on the small 
companies. For example, the sAR  are statistically significant and negative for the 
events on the 7th March 2001 (Jan 2001- Dec 2001, Event 2), the 5th December 
2001 (Jan 2001- Dec 2001, Event 6), the 8th August 2007 (Jan 2005- Mar 2007, 
Event 5) and the 5th March 2008 (Jan 2005- Mar 2008, Event 8).  
E
ve
nt
 
Event 
Window 
LARGE A-REITs SMALL A-REITs 
Jan 2001- 
Dec 2001 
Jan 2002- 
Dec 2003 
Jan 2005- 
Mar 2008 
May 2008- 
May 2009 
Jan 2001- 
Dec 2001 
Jan 2002- 
Dec 2003 
Jan 2005- 
Mar 2008 
May 2008- 
May 2009 
1 
(-2,+2) -0.00216 -0.00151 -3.85E-05 0.01857 -0.00404 -0.00159 7.20E-05 0.00983 
(-5,+5) -0.00490** -0.00085 -0.00053 0.01757 5.68E-05 -0.00057 -0.00100 0.00636 
(-10,+10) 0.00140 0.00122 0.00098 0.00136 0.00028 0.00158** -0.00125 0.00186 
(-15,+15) -0.00069 0.00054 -0.00107 -0.00144 -0.00172 0.00047 -0.00095 -0.00660* 
2 
(-2,+2) 0.00251 0.00084 0.00455 -0.01265 -0.00575* 0.00121 0.00024 -0.00530 
(-5,+5) 0.00330 0.00049 0.00267 -0.01068 0.00094 0.00047 0.00086 -0.00075 
(-10,+10) -0.00082 0.00123 0.00288 -0.00262 -0.00015 0.00110 0.00016 -0.00578 
(-15,+15) -0.00248 0.00108 0.00186 -0.01119 -0.00145 0.00034 0.00053 -0.00952* 
3 
(-2,+2) 0.00038 0.00250 0.00287 0.02611 0.00137 -0.00023 0.00022 0.02144* 
(-5,+5) -0.00252 -0.00102 0.00414 0.02077 -0.00222 -0.00079 0.00043 0.00721 
(-10,+10) -0.00134 -0.00100 0.00335 -0.01880* -0.00132 0.00036 0.00056 -0.00747 
(-15,+15) -0.00139 0.00060 0.00285 -0.00357 -0.00064 0.00152 0.00080 -0.00056 
4 
(-2,+2) -0.00854*** -0.00065 0.00054 -0.00535 -0.00199 0.00119 0.00085 -0.02354** 
(-5,+5) -0.00391 0.00538** 0.00153 -0.00243 0.00013 0.00139 0.00138 -0.00469 
(-10,+10) 0.00154 0.00344* 0.00196 0.00165 0.00072 0.00103 0.00131 0.00523 
(-15,+15) 0.00025 0.00060 0.00201 0.00151 -0.00104 -0.00159 0.00119 0.00148 
5 
(-2,+2) 0.00071  0.01240** -0.02675 -0.00065  0.00599* 0.02288* 
(-5,+5) 0.00082  0.00618* -0.01772 0.00101  0.00223 -0.01162 
(-10,+10) 0.00057  0.00233 -0.01743 -0.00012  0.00121 -0.00607 
(-15,+15) 0.00027  0.00174 -0.00915 -0.00073  0.00186 -0.00442 
6 
(-2,+2) -0.00220  -0.00030 -0.01533 -0.00608**  0.00151 2.56E-05 
(-5,+5) -0.00216  0.00083 0.01759 -0.00232  -0.00080 0.01387* 
(-10,+10) -0.00119  0.00263 0.00279 -0.00016  0.00195 0.00695 
(-15,+15) -0.00208  0.00205 -0.00121 -0.00067  0.00086 0.00452 
7 
(-2,+2)   -0.00523    -0.00010  
(-5,+5)   -0.00401    -0.00034  
(-10,+10)   -0.00249    -0.00272  
(-15,+15)   0.00022    -0.00069  
8 
(-2,+2)   -0.00869    -0.00677*  
(-5,+5)   -0.00476    -0.00398**  
(-10,+10)   -0.00465*    -0.00480***  
(-15,+15)   -0.00109    -0.00274*  
Table 4. The tests of hypotheses H1 of different size of A-REITs. 
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Table 5 shows that the cash rate changes are viewed as a joint event in each 
economic cycle. It can be seen that none of the sAR  is statistically significant for 
large companies in any economic cycle. Moreover, the only statistically 
significant negative AR  for small companies is in economic cycle 2001. In 
general, both large and small companies’ stock prices show insignificantly 
positive relationship with the cash rate changes.  
 
Event 
Window 
LARGE A-REITs SMALL A-REITs 
Jan 2001- 
Dec 2001 
Jan 2002- 
Dec 2003 
Jan 2005- 
Mar 2008 
May 2008- 
May 2009 
Jan 2001- 
Dec 2001 
Jan 2002- 
Dec 2003 
Jan 2005- 
Mar 2008 
May 2008- 
May 2009 
(-2,+2) -0.00158 0.00029 0.00078 -0.00241 -0.00288** 0.00015 0.00026 -0.00323 
(-5,+5) -0.00133 8.02E-05 0.00092 0.00444 -0.00041 -0.00017 9.89E-05 0.00150 
(-10,+10) 0.00065 0.00122 0.00114 -0.00396 0.00014 0.00138** -0.00024 -0.00289 
(-15,+15) -0.00123 0.00078 0.00135 -0.00329 -0.00162 0.00041 0.00037 -0.00559 
Table 5. The tests of hypotheses H2 of different size of A-REITs. 
Discussion on abnormal performance in the credit crisis period 
The above research results indicate that the cash rate changes cannot influence the 
A-REIT stock prices significantly during the credit crisis period from July 2007 to 
May 2009. There were three times when cash rate changes had significant 
influence on the ten A-REITs in event window (-2, +2). The first time was the 8th 
August 2007. Although the credit crisis became increasingly strong in the US and 
European markets at this time, the Australian government still tried to prevent its 
economy from overheating. This is why the RBA increased the cash rate by 0.25 
percent. From the 3rd September 2008 to the 8th April 2009, the RBA decreased 
the cash rate six times in a row. However, as shown in Tables 2 and 3, the cash 
rate changes’ overall influence on A-REIT stock prices is insignificant. The cash 
rate has positive influence on sample A-REIT stock prices at the 0.1 significant  
level on the 5th November 2008, and negative influence on sample A-REIT stock 
prices on 4th February 2009. This result can prove that the cash rate changes 
cannot influence the A-REIT stock prices significantly. 
CONCLUSIONS 
This study employed the MVRM model to test whether the cash rate changes 
affect the equity A-REIT stock prices. Firstly, it is found that equity A-REIT 
 A042 – 10 
stock prices have no significant positive or negative response to cash rate changes. 
In the cash rate decrease period, the stock prices have more significant fluctuation 
than those in the cash rate increase period. Moreover, this study finds that 
monetary shocks affect small A-REITs to a greater extent than large A-REITs. 
Secondly, this study analysed the relationship between cash rates and equity A-
REIT stock prices in the latest global crisis period. The results show that a series 
of cash rate changes during the credit crisis period cannot influence the equity A-
REIT stock prices significantly, neither in a positive nor negative way.  
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